SANITARY AND IMPROVEMENT DISTRICTS

OVERVIEW

Sanitary and Improvement Districts (SID's) are authorized under Nebraska State Law as a vehicle
for private developers to finance infrastructure improvements for land development. The district
created, becomes a separate legal entity much like an incorporated town or village, but with more
limited powers. The SID can issue debt instruments (warrants or bonds) scld by investment
bankers to investors. The money raised must be used specifically for the purpose intended. Funds
from the sale of debt instruments can be used to finance improvements within the boundaries of a
private development to include:

Land grading.

Streets and roadways.

Water and sanitary sewer facilities.
- Storm sewers.

Parks and public right away.

An SID does not provide for its own police or fire protection or for public schools, but confracts
for these services from nearby districts or municipalities. An SID can build its own water source
(wells and storage tanks) or its own sewage treatment facility. Most often however, the SID will
hookup to adjacent utility services provided by a municipality,

When formed, STD's are located outside city limits. In most cases, however, SID's are created
with the intent that they will eventually annexed by the adjacent city or municipality. In order to
facilitate annexation, the infrastructure improvements must be built with strict conformance to
city zoning and code standards. Adjacent cities and municipalities have no obligation to annex
SID's. Annexation of adjacent SID's is often attractive for a city since a well-developed SID adds

to the city's tax base once the outstanding debt on the improvements is retired.

The primary risk to the formation of an SID is the sale of lots and the construction of residential
and commercial buildings by end users. The proceeds from the sale of developed lots and the
property tax revenues derived from the developed property provide the resources to repay the
debt. Iflots do not sell and the development does not progress in a timely manner, debt may not
get repaid on schedule and the SID can go into bankruptcy. The discipline of incurring costs to
develop property to achieve orderly lot sales and building construction represents the "art" and
crux of determining the success or failure of an SID. '

The outstanding indebtedness of an adjacent SID does not affect a city's credit rating. Once the
SID is annexed by the city, the SID is extinguished and any remaining debt obligation is assumed
by the city making the annexation. Assuming the debt burdens of poorly developed SID's
through annexation can negatively impact a city's credit rating. Therefore, it is incumbent upon
SID's to be developed with careful discipline. A well-developed SID allows for "self-financing®
-of infrastrueture and-inereasing property values whick car become valuable additions to 4 ¢ity
through annexation.
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SID’s are not designed to finance city-owned infrastructure. Major trunk lines for water, sewer
and storm sewer external to the development, are not financable through SID's. SID's can be used
for either commercial or residential property development however, most SID's are used to
finance residential development. For example, in Douglas and Sarpy Counties, in excess of 90%
of residential developments are being financed through SID's.

SID financing requires a close working relationship by many specialists:

NAME

DESCRIPTION

Real Estate Developer

Individuals who develop, sell or lease commercial or residential

property.

City County Planning Ensures that SID projects adhere to design, zoning and code

Department standards so that property developed as an SID can eventually be
integrated into the city limits conforming to city standards.

Utility Providers Public and private providers of utility services to include water,

sanitary sewer, storm sewer, electricity and gas who coordinate
the planning, construction and connection of services to the SID

-and within the SID once development commences.

Bond Underwriters

Investment banking firms underwrite the indebtedness to ensure
that the costs incurred to build the SID are staged to maintain a
financially viable project and a reliable payment source to the
debt holders.

Investment Bankers

Investment firms that sell the indebtedness to investors.

Consulting Engineers

Engineering firms who design infrastructure improvements and
ensure that installation meets city standards.

Accounting Firm

Accounting firms that specialize in handling the accounting for
SID's.

Legal Council for SID Represents the developer and the sanitary improvement district
to ensure that the district is properly created and complies with
appropriate laws and regulations.

eALr a-U"‘i reRax \.\.E«éa h"'i
Bond Gxsmmactioe's Council | A legal ﬁrm‘?epnaeﬁbg the Bond Underwriters that ensures the

debt instruments are properly created, are secured by a first [ien
on the property and represent a valid and binding obligation of
the SID, and related disclosures.
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LINCOLN'S EXPERIENCE :

The Highlands: The Highlands subdivision was the last subdivision built in Lincoln using SID's.
In the early 1980's, the Highland's SID was created. The SID eventually went into bankruptcy.
The city of Lincoln annexed the property. Undeveloped land and land that was developed but not
built upon, was purchased by private investors. Once annexed by the city and in the hands of a
new private developer, the subdivision quickly turned around and is now an excellent
development.

WHAT WENT WRONG?: Two things caused the failure of the Highland's SID. First, huge
development costs were incurred well ahead of any lot sales or houses built. The debt burden
became too great too fast. Secondly, the timing was bad. The carly 1980's saw the highest level
of interest rates in U.S. history resulting in a collapse of new construction. Consumers quit
buying and building homes. As aresult, land sales in the SID were not sufficient to carry the debt
burden and the bonds went into default. After bankruptcy, the bondholders took a sizable loss on
their investment in the SID debt. In annexing the subdivision, the City of Lincoln may have
occurred some nominal cost to complete improvements however, it gained a sizable tax base that
quickly grew once the development was back on track.

With the high interest rates of the 1980's and the collapse of the real estate market, many SID's
failed. Even with properly staged construction and financial discipline, The Highland's SID
would have likely gone into bankruptey.

The State Jaws governing SID's have since been changed to incorperate greater integrity in the
financial structuring of SID expenditures. (This change in law may need further investigation to
determine exactly what the benefits are under the new law.}

Two groups were affected by the bankruptcy. First, the bondholders who invested in the debt to

finance the improvements took significant losses on their investment. Typically, investors in

SID's are financial institutions, insurance companies and other sophisticated investors. Secondly,

the consumers who bought individual lots and those who built the first homes did so expecting

that the development would be completed in a timely fashion. Because the development lagged,

upkeep of vacant lots and land did not occur, The appearance of the property suffered. ¥ Alss m ay have

Homeowners who had to sell homes during the early years of the SID may have had to accept P d Wighae

below market prices for their properties due to the uncertainty created by the bankruptcy. Was Ln <
qeara,

Pine Lake: Inthe 1960's, the area of Lincoln known as Pine Lake was developed as an STD. The

SID provided many of the improvements within the development. Pine Lake has not been

annexed by the City of Lincoln, but informal negotiations have been underway for possible

annexation.

ARE SID'S A MORE EFFICTENT WAY TO FINANCE THE BUILDING OF
INFRASTRUCTURE?

The costs of the public infrastructure - arterial streets, water, storm sewer, sanitary sewer trunk
lines located outside a subdivision ~ CANNOT be financed through an SID. The City must
extend this infrastructure to the boundary of the subdivision at its cost. o :

Therefore, SID’s do not improve a City's ability to finance public infrastructure. SID
Jinancing does allow more developers to participate in land development. Currently, only



developers with sizeable financial resources can develop sizeable land tracts in and around
Lincoln.

Real estate developments that can be annexed from the beginning afford the City an immediate
increased tax base as the property is developed. SID's on the other hand, result in a deferred tax
base benefit since the outstanding indebtedness incurred by the developer through the SID must
first be satisfied with tax revenues from the developed property.

WHAT ARE THE RISKS OR CONCERNS TO A CITY?

When a city annexes an SID, it assumes any outstanding debt of the SID. Ifthe SID
infrastructure is poorly constructed or not constructed to city standards, the city may have to
invest in the SID to bring services up to standard. Debt assumption by a city can negatively
impact its credit rating if the debt assumption is in greater proportion than value of property being

added to the city'stax roles. P Show ld net cccwe  Since. ay Ca_w,

tf STD ta annexed!
It is important to note that a city is under no obligation to annex an SID. While there may be
political pressures from residents or politicians to take over a failed SID, there is no financial or
moral obligation to do so. When a city does annex an SID, any outstanding debt against the SID
becomes a general obligation debt of the city, so in essence the city adds to its debt burden
without a vote of the taxpayers. The City also adds a tax base that should service that debt.

It is also worth noting that the City cannot collect sales taxes on building materials delivered
outside the city limits.

MOVING FORWARD

There currently is nothing preventing a developer from pursuing SID financing for a new
development other than City and County cooperation. Since several things have changed since
Lincoln’s last SID development, it may be time for a community forum to be held to re-examine
the considerations for SID financing. Expertise is readily available in Lincoln and Omaha to
thoughtfully examine this issue.

Contacts for future reference:

City of Omaha Planning Department: Karen Kline 444-4506
. Bob Peters, Planning Director ~ 444-5150

Kntak Rock: Curtis Christensen — 346-6000
Underwriter's Council

Baird Holm: Chuck Addey
Underwriter's Council

Lamp Ryneerson: Consulting Engineer
Thompson, Dreeson, Dorner:

Olsson Associates:

Ameritas Mike Heaton, Bond Underwriter
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